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How Newspaper’s War on Waste 
Cut Taxes , 


An Open Letter to J. P. Morgan 


By B. C. FORBES 





JUNE 1, 1932 


THE PITTSBURGH TESTING LABORATORY 
AND STAFF MEMBERS OF TEN LEADING 
UNIVERSITIES IN AN IMPARTIAL NATION- 
WIDE STUDY DETERMINED THE WEAR 
OF FOUR LEADING BRANDS OF TIRES 


Quick Details of the Nationwide Analysis 


PURPOSE—To determine 
scientifically the tread wear 
expectancy of the leading 
brands of those tire manufac- 
turers who produce 78 per 
cent of the American output. 


MADE BY—The Pittsburgh 
Testing Laboratory with the 
co-operation of ten leading 
universities. 


WHERE MADE—In 83 towns 
and cities in all parts of the 
United States. 


HOW MADE—From speed- 
ometer and instrument read- 
ings On tires in actual service 
on owners’ Cars. 


FIELD WORK— Done under 
the supervision of engineer- 


ing professors, each working 
independently in the various 
survey areas. 


COMPILATION — Each engi- 
neering professor audited the 
data from his survey area 
before forwarding to the 
Pittsburgh Testing Labora- 
tory for final audit and com- 
pilation into the national 
finding. 


IMPARTIAL—The United 
States Rubber Company had 
no hand in the analysis, had 
no knowledge of the results 
being obtained, accepted 
without question or altera- 
tion the audited findings of 
the Pittsburgh Testing Lab- 
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HERE ARE THE 


y We have just completed a nation- 


wide survey to determine the tread 
wear of the four leading makes of tires. We 
supervised the entire investigation and attest to the 
accuracy of the findings. With the tires showing 
the lowest mileage valued at 100, the tread wear 
values for the four makes of tires examined are: 
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PITTSBURGH TESTING LABORATORY 


It will pay you to see the nearest U. S. Tire dealer now and get 
complete details ofthis revolutionary investigation. 


United States Rubber Company 


WORLD'S LARGEST (@) PRODUCER OF RUBBER 


OO PE LLEDE 
LEA coe i 
’ < President 


Copyright 1932, United States Rubber ¢ 
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If Congress wouldn’t digress! 


The political market: Hoover ris- 
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VOL. XXIX, NO. 11 


FORBES is devoted to the principle that, 
although based upon the profit motive, busi- 
ness exists for man and not man for business; 
that an adequate editorial service must there- 
fore include, in addition to BUSINESS news 
and FINANCIAL information, the subject of 
human relations — the BUSINESS OF LIFE. 





ing. Roosevelt weakening. Smith 
buoyant. Young “declines. 


The best preventive of disorder: 
lore orders. 


Bears are unbearable these days. 
America needs business cagles. 


Stockholders are taking stock of 
executives. 


The best relief: Speedy relief 
from Congress. 


Pride goeth before a fall, Japan 
finds. 


Save by buying. 


France is finding gold and pros- 
perity are not synonymous. 


To the I. C. C—Stop railing 
against the railroads. 


Advertising foils adversity. 
If too many hands become idle, 
the devil may find mischief for then 


to do. 


To Washington: The best relief 
loans: work loans. 


Business is more changeful than 
the weather. 


“Supreme Court Upholds Oil Con- 


servation.” That's conservation. 
Even the longest night ends. 


The tine will again come when 
courage will prove more profitable 
than cowardice. , 





Human nature doesn’t change— 
except for the better. 
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When you have a big job to be done, you go after an experi- 


enced man to do it. An engine does the work of many men. 


That is why you should say “experience essential” when 
you buy one. 


Continental has produced more than 3,000,000 engines in the 
past 30 years. They have worked on every conceivable type 
of job. Continental engineers have watched them and studied 
them as they have done the hundred and one things passen- 
ger cars, buses, trucks, airplanes and boats are called upon 
to do; the thousand and one things that fall to the lot of en- 
gines in the industrial and agricultural fields. 


Experience is the fundamental reason for the excellence 
which characterizes every Continental engine. You can benefit 
by this thorough knowledge of many jobs in many fields by 


specifying Coniinental. 


22 Brockway trucks powered with Continental motors are 
in the service of Frank Seeley, Contract Hauler of Norwich, 





New York. Two of these trucks hauling for the Victory Chain, Inc. 
operate all day and night every other day and average 250 to 
300 miles every day in the weel:. 


The name “Continental” 
is synonymous with the 
word “experience”. It 
guarantees real perform- 
ance and a dependable, 
economical 


supply. 


source of 





CONTINENTAL 


MOTORS 
CORPORATION 


Offices: Detroit, Michigan 
Factories: Detroit and Muskegon 
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What's in 
the Wind 


NCE upon a time there was a 
brand of coffee the flavor oi 
which so pleased the creator 
of a famous chain of restaurants that 
he expressed in his will the wish that 
after his death his restaurants should 
continue using it. 

A few years ago, the ownership 
of this famous brand of coffee was 
acquired by a company which dis- 
tributes other food products, too. \ 
marketing executive of this newer 
company was assigned to grapple 
with the problem of increasing the 
coffee’s sales. Instead of taking for 
granted everything which its reputa- 
tion implied, he began by purchasing 
a can of the coffee from the shelves 
of an ordinary grocery store. An! 
then reported to the astounded ex- 
ecutives who throughout their lives 
had been marketing their coffee on a 
quality basis: “It’s terrible!” 


Naturally, the reason was sought. 
The answer: As purchased from the 
grocer’s shelf, the coffee was stale 
and flat; fresh, it had the flavor 
which was its chief asset. Thus was 
born the idea of selling coffee with 
a date mark with which the public 
has within the past two years been 
familiarized by millions of dollars 
spent in advertising. 


The story of the man who bought 
the “terrible” can of coffee from 
the shelf, and of how he is solving 
business and marketing problems 
of 1932 comes next in FORBES 
series, “Men of To-Morrow” (see 
page 19). 


Two letters that have come to 
ForBES circulation and _ editorial 
offices from “infant industries” dur- 
ing the month of May should set 
many an executive of older com- 
panies to thinking. 

Here, in part, is one: 

“IT am opening up a highway stand in 
Pennsylvania to sell popcorn and peanuts: 
start small and grow big. I do not ex- 
pect to make a million dollars overnight. 
but I will go in and build up an income 
to be proud of. I am not crying depres- 
sion, although I have not worked in over 
a year, but I have a vision ahead for this 
line of business, and I will not stop until 
[ put it through. After I start, I will have 
two other men to go along with me and 
to tell you the honest truth, we are going 
to start on $50. So you can just * watch 
me and see if I don’t carry out my plans.” 


The second letter: 


“In the Spring of 1930—with an idea 
and less cash, we launched our now almost 
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national business (advertising novelties). 
\VWe had no office, no money, no patents, 
no trademarks, not even a friend. 

“We made indiscriminate calls on mer- 
chants, bankers, credit and collection men, 
advertising men, doctors and professional 
men; from each we obtained suggestions 
for bettering our idea. After making a 
wooden model, we again set up on our 
canvass, this time to learn the saleability 
of our item. 

“The first week we obtained orders for 
two dozen in single unit sales. It took 
five weeks of office to office canvass to 
obtain someone to procure patent and 
trademark protection for us. 

“To-day we are in production at the 
factory, sales are being made daily and 
instead of hanging our heads and crying 
about the rotten state of business general- 
lv, we are hitting the ball from 8:30 in 
the morning until our job is done at night; 
thanks to a determination that keeps us 
constantly pushing ahead while many fall 
by the wayside through sheer lack of 
good, old-fashioned industriousness.” 


Are the courage, the vision, the 
dogged determination which stand 
out in these letters the true Spirit 
of 1932? Is it not success in the face 
of obstacles rather than a lessening 
of the obstacles themselves to 
which we must look for the real 
business recovery? FORBES thinks 
so. Watch each issue for further 
examples, great and small, of ways 
to meet and conquer 1932 dif- 
ficulties. 


Washington is not the only place, 
these days, where heroic efforts are 
heing made to balance budgets. 
Faced with the problem of making 
both ends meet—and quickly—thou- 
sands of companies have found 
salary cuts and wage cuts an ap- 
parent necessity. 

3ut as in all defensive measures, 
there is a limit to salary cutting. 
There is a point beyond which it 
seems absolutely impossible to go. 

What then ? 

In some types of business at least, 
there is a constructive answer: That 
in many cases executive compensation 
can be so adjusted as to save money 
while aiding rather than breaking or- 
ganization morale, a few farsighted 
and now increasingly successful com- 
panies have discovered. 

A report on the constructive 
secret of these few companies is 
being prepared for FORBES read- 
ers, to be presented very shortly 
under the probable title, “When 
You Reach the End in Salary Cuts, 
What Then?” Many readers will 
find the practical suggestions in 
this article adaptable in whole or 
in part to the solution of their own 
budget balancing problems. 


One interesting sign of the times 
is the remarkable increase in the 
number of advertising agencies. 
Two years ago there were some l,- 
500 legitimate advertising agencies 
known to the executives of a lead- 
ing advertising organization. To- 
day, there are 2,000. 
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THE chief advantage of speed along the airways is that it gives you an 
enormous margin of time. Extra hours! . . . extra days! .. . extra 
weeks perhaps! .. . 

Of course it makes possible many more business contacts over a far 
greater area. But don’t overlook the fact that it also makes it possible, 
on longer trips, to stop off en route to see a game, enjoy a brief visit with 
seldom seen friends or relatives, attend a convention or exposition, put 
in a day’s fishing on some famous stream, play golf, or enjoy a swim... 
and still arrive at your destination before it would be possible if you 
stuck night and day te the hot and dusty earth! 

American Airways, Inc., with 28,000,000 miles of successful flying 
experience, reaches 60 major American cities, and provides direct con- 
nections with every air mail and passenger route in the country. 

Our Business Travel Planning Service will tell you how to plan 
a vacation trip as well as a business trip — or how to combine the two. 
Make inquiries now. Transportation may be procured through any 
Postal Telegraph and Western Union office, and from all leading hotels 
and travel agencies everywhere without extra charge. 


AMERICAN, 
AIRWAYS, INC. 


COAST TO COAST—-CANADA TO THE GULF 
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Money 
can't be 
retailed 
at 
bank rates 





¥ Household urges the readers of this mag- 
azine to acquaint themselves with the eco- 
nomics of the business of retailing money 
and with its importance to our national fi- 
nancial structure. Further facts will be pub- 
lished in this series of advertisements. Any 
information will be sent gladly on request. 


Re 











a OME YEARS AGO the Russell Sage Foundation recognized the wide- 


spread importance of financing families who find themselves temporarily 
short of needed funds. In studying the problem this philanthropic institu- 
tion gave special attention to the question, “What should such loans cost?” 


As a result of this study, the Foundation advocated several plans im- 
proving upon then existing conditions, among which was a Uniform 
Small Loan Law which provided for a maximum charge of 3%% a 
month on the unpaid balances of remedial loans up to $300. 


This rate may seem high to those who do not realize that the bank rate 
is a “wholesale” rate, charged usually on large loans to finance industry 
and commerce. Upon deeper thought, it will be seen that the charge 
for small loans cannot be compared with bank interest. The small loan 
charge is a “retail” price for supplying money in “broken lots.” 


A $20,000 loan may be made on good security by a bank at one rate of 
interest. But, obviously, it costs much more to lend the same amount of 
money to 100 people in amounts of $200 each, (Household’saverage loan). 


The handling of 100 interviews, 100 investigations, and 1,200 monthly 
payment collections during a year is much more costly than one inter- 
view, one investigation, and one collection. 


No law restricts the retailer of goods on the gross profit he may charge. 
A merchant in food or furniture determines his selling price by adding 
to his wholesale cost a sufficient mark-up to pay operating expenses and 
show a fair profit. 


The laws of some 26 progressive states specify a certain charge per 
month on unpaid loan balances as the maximum mark-up which the 
money retailer may add to cover his operating costs and profit. He may 
not deduct his charges in advance as banks do. He may not compound 
interest or make any other charge or deduction. 


Household Finance Corporation has not only complied with these 
requirements; it was able over three years ago (because of large volume 
and efficient management) voluntarily to reduce its rates, on amounts 
above $100 and up to $300, substantially below the lawful maximum 
permitted by most state small loan laws. 


Household’s leadership in family finance is due mainly to its ability 
to retail money at a lower cost than that charged by any other 
large organization. Last year 149 Household offices advanced 
$73,310,170 to 363,851 families for provident purposes. 


FORBES for 





HOUSEHOLD 


FINANCE CORPORATION 


and Subsidiaries 


Palmolive Building, Chicago 


One Hundred Forty-Nine Offices in Ninety-One Cities in .. . ILLINOIS. . . INDIANA... 
IOWA . . . GEORGIA . . . MARYLAND . . . MASSACHUSETTS . . . MICHIGAN . . . MISSOURI 
. NEW JERSEY . . . NEW YORK. . . PENNSYLVANIA RHODE ISLAND . . . WISCONSIN 


Hear the Household Hour every Tuesday Evening at Eight Central Standard Time on the NBC Blue Network 
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‘With All Thy Getting, Get Understanding” 
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ACT and GOMMENT 


By 


WHY SOME 
HAVE 
GONE AHEAD 


LL companies are not in red 
ink. A choice few are achiev- 
ing increased profits. The reasons 
are interesting — and encouraging. 
Mere retrenchment hasn’t brought 
In some cases it has been the introduction 
of new products. In more instances it has been the im- 
proving of the regular products. Withdrawing unprofit- 
able lines and concentrating on the more profitable lines 
has here and there done the trick. In other cases profits 
have been enlarged by enlarging sales forces. It is sig- 
nificant that almost invariably expansion in profits has 
been accompanied by expansion in advertising. The do- 
nothings have done nothing. Those who have got some- 
where have been the go-getters. Initiative, not inaction, 
has spelled profits. Laziness has spelled losses. Bigness 
alone has not sufficed ; smaller concerns often have proved 
smarter, as ForBEs has brought out in issue after issue. 
All of which carries encouragement for the competent, 
the resourceful, the courageous, for the fighters rather 
than the fatalists, for the daring rather than the de- 
featists. 


such results. 


To-day's need: Faith and work. 


CAPITAL T is a tribute to both capital and 
MORE labor that this country has 
CONSIDERATE borne such drastic deflation and 


OF LABOR painful difficulties without the out- 


cropping of any serious misunder- 
unpleasantness. Our modern corporation 
executives, as a rule, are men who have risen from the 
ranks, men who rubbed shoulders in their early days with 
the rank and file. Our old-school capitalists were more 
inclined to be autocratic. They regarded it as perfectly 
proper to slash wages the moment business slumped. Un- 
fortunately, it has been found necessary during this un- 
precedentedly severe depression to lay off many workers 
and to cut wages practically all along the line. But such 
action was not taken as soon as the panic burst. Rather, 
in most instances it was delayed for months. Also, in 
most instances, the labor problem was handled with a 
degree of consideration not characteristic of former 
times. 
There has developed in the United States a larger 
measure of understanding between employed and em- 
ployers than exists in any other country. Workers 


standing or 


realize that they are not the only ones who have been 
subjected to trying experiences. Dividends, for example, 
have been cut quite as drastically as wages. The number 
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of investors who have had their “wages” stopped al- 
together reaches into the millions, while others have had 
their subsistence reduced anywhere from 50 to 75 per 
cent. Moreover, most corporations lowered salaries be- 
fore they lowered wages. 

The behavior of nearly all types of labor has been 
admirable. This makes it all the more vital that men of 
affairs bestir themselves to the utmost to co-operate in a 
supreme effort to arrest the nationwide decline in activity 
and inaugurate a forward movement. Labor does not 
deserve the treatment it has lately received at the hands of 
irresponsible, obstructive politicians, too shortsighted to 
place patriotism above petty politics and personal motives. 


USSIA, the Red menace, has 


RUSSIA 

BUYS repeatedly been pictured as 
AMERICAN the world’s industrial and agricul- 
WHEAT tural menace. Russia was to deluge 


the earth with products at prices 
beyond reach of competition. The Soviet myth and 
menace are exploding. Instead of swamping the world 
with wheat, Stalin has had to buy cargo after cargo. from 
America and Australia. Russia’s grandiose industrial 
schemes have come to little but chaos and collapse. 
Tyranny, as was inevitable, has not proved superior to 
freedom, nor Sovietism to capitalism—nor atheism: to re- 
ligion, loose morals to decent domesticity. 


Generate generosity. 


HE Goldsborough bill is a gold 


GOLDSBOROUGH 
BILL brick. To instruct the Federal 
IS A Reserve to proceed to raise prices 


to the 1926 level would mean either 
that the Federal Reserve would 
ignore such an asinine law or would bring on chaos. 
Sensible Americans recognize the Goldsborough bill for 
the inanity it is; but Europeans, not acquainted with the 
caliber of many of our law-makers, have let themselves 
become frightened by it and have withdrawn gold, sold 
American investments, and conjured up visions of our 
abandoning the gold standard. The Federal Reserve 
some time ago instituted a definite, easy-money policy. 
This policy will gradually effect rational reflation. Con- 
gress should resist tampering further with our currency 
and banking system at this critical time. Let Congress 
promptly enact necessary tax legislation—and then hurry 
home. 


GOLD BRICK 


Give value, or the receiver will get you. 
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The Hypnotist 








PREVENT NYTHING savoring of a dole 
HUNGER: is repugnant to Americans. 
BY TAXES, But hunger is still more repugnant. 
IF NEED BE The present prospect is that private 

effort may not prove sufficient to 
furnish all needed relief. Therefore, steps should be 
taken to provide aid from taxation, should necessity arise. 
Though the Federal Government can ill afford to swell 
taxation, it could still less afford to incur the risk of social 
disturbance incited by want. Individual States should 
make it a point of pride to take care of their own citizens. 
3ut it were well, as a precaution, to appropriate a fund 
at Washington to be advanced to any State or States un- 


able to borrow in the market-place. Admittedly, it is 
outside the original theory of government in this country 
to dole out Federal “charity.” But the preservation of 
law and order is the cardinal tenet of the Constitution. 

Therefore, whatever may be essential to the fulfilment 
of that objective must be undertaken. The United States 
Government cannot afford to leave undone anything 
calculated to avoid the inciting of disorder. Relief by 
taxation is preferable to rioting. 


. 


Debt debilitates. 


Weather the storm—then storm the heights. 

















JUNE 1, 1932 








An Open Letter to J. P. Morgan 


has attained world 


OUR firm, Mr. Morgan, 
, financial leadership. 

Your House is the recognized representative, 
the nominal or de facto fiscal agent here of the principal 
countries of Europe, a distinction which invests you with 
international responsibilities and obligations. 

You and your firm partners are directly identified with 
more of America’s gigantic banking institutions, in- 
dustrial corporations, railway systems and utility cor- 
porations than any other firm or group or organization 
in the country. 

The institutions and corporations associated with the 
House of Morgan participated freely in the boom. 

The tragic results of the unparalleled inflation and 
overproduction then incited have brought the United 
States to parlous depths of depression, unparalleled un- 
employment, unparalleled destruction of market values, 
unparalleled suffering on farm and in city—and un- 
paralleled social discontent. 

The clamorous public demand for bold, effective finan- 
cial leadership heretofore has gone unheeded. 

Virtually every recognized authority now agrees that 
inflation has been thoroughgoingly undone and that defla- 
tion has been needlessly, dangerously drastic. 

Even the ultra-conservative Andrew W. Mellon has 
lately felt called upon to recall and re-echo the warning 
originally enunciated by your titanic father, “Don’t sell 
America short.” 

Your firm, Mr. Morgan, long has asserted financial 
leadership, in boom times and in panic. 

There is dire national need for the assertion of ag- 
gressive leadership to-day to stay the alarming boomer- 
ang, the alarming consequences begotten by the riotous 
inflation of 1928-29. 

The American people were taught oftener than once 
by your father to turn to him for dominating, fruitful 
leadership in acute national crisis. 


‘HE American people appeal, the American people 
feel they have the right to appeal, to you, the pres- 
ent head of a House of Morgan infinitely more gigantic 
and powerful than the House of Morgan in your father’s 
day, to come forward at this hour of unprecedented un- 
employment, distress, discontent, and assume the leader- 
ship your father unquestionably would have assumed be- 
fore conditions had been permitted to become as grave 
and ominous as they are at this moment. 

Unless destruction be speedily displaced by reconstruc- 
tion, American public sentiment may not be easily ap- 
peased. 

You, Sir, have an opportunity such as comes to few 
men to render forthwith a service of incalculable value to 
this distressed, resentful nation. 

A ten-line announcement that you were calling together 
representative bankers from every quarter of the con- 
tinent with a view to planning a definite, comprehensive 
program to stop the slaughter of security values, to make 





credit more readily available for industry, business, enter- 
prise, and to push forward vigorously other constructive 
activities, would, in all human probability, be sufficient to 
transform sentiment overnight and to start the country 
on its overdue upward course. 

Won't you please do what your father surely would 
have done had he still been head of the House of 
Morgan? 





The foregoing was written before the announcement came 
that Governor Harrison of the Federal Reserve Bank of 
New York had organized a “leadership” comrnittee, with 
Owen D. Young as chairman. The Editor of Forses 
having, in personal interviews as well as in his writings, 
urged co-operative, constructive action by the financial 
powers-that-be, naturally welcomes the creation of the 
Young Committee and other similar committees. 

If the United States cannot have a coalition Administra- 
tion, it is something to have a “coalition” reconstructive 
committee—Mr. Young is a Democrat. 


When the times are out of joint, attend to your knitting. 


AMERICA _—_:* direly needs to-day 
NEEDS more entrepreneurs of the 
MORE Robert Dollar type. He tasted 
LIKE HIM financial defeat in the panic of 


1873, a time similar to the present. 
But his spirit, his courage, his initiative remained un- 
daunted. He worked prodigiously until his debts were all 
paid off. Accumulating a modest amount of fresh capital, 
he again set up in the lumber business. His mastery of 
that industry, earned through successive advancements 
from lumber-camp cook-boy, enabled him to prosper and 
expand. He was past fifty before he bought his first tiny 
ship to move his product. His achievements on sea 
gradually eclipsed his achievements on land. Before he 
died (May 16) the Dollar Line had become America’s 
foremost shipping enterprise. 

Robert Dollar, an impecunious Scottish immigrant, 
won his way by “old-fashioned” virtues and qualities. 
He was God-fearing, extraordinarily industrious, me- 
ticulously painstaking, irrepressibly optimistic through 
fair weather and foul, long-visioned to the very last, 
punctiliously fair, an indefatigable creator of business 
rather than a fighter of competitors, genial, democratic, 
essentially a family man. His panacea for hard times 
was hard work and more of it, based on intelligence and 
shot through with initiative. Becoming the world’s most 
energetic international business-getter, he wrought a 
miracle all other shipping men vowed would prove impos- 
sible: he established and successfully maintained a round- 
the-world passenger and freight service, unique in mari- 
time annals. 


Only duty fully done fully satisfies. 
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Inflated Treasuries and 


Deflated Stockholders 


Are Corporations Milking Their Owners? 


a large manufacturing business. 

Like many others, you lost 
money in 1931; the immediate pros- 
pects are not encouraging; you feel 
pessimistic and willing to sell out— 
cheap. A prospective purchaser asks 
you for your statement. You show 
him a very healthy balance sheet, in- 
deed. It shapes up something like 
this: 


. UPPOSE you were the owner of 


Cash and U. S. Gov. Bonds.. $8,500,000 
Receivables and Merchandise. 15,000,000 





Factories, Real Estate, etc.... 14,000,000 
$37,500,000 

Less owing for current accts.. 1,300,000 
Wet Worth: .cciéccc ce o00:5: 0:0 POOZOOL000 


The purchaser looks it over casu- 
ally, and then makes you a bid of $5,- 
000,000 for your business—the cash, 
Liberty Bonds and everything else in- 
cluded. Would you sell? The ques- 
tion seems like a joke, we admit. No 
one in his right mind would exchange 
8 1-2 millions in cash for five million 
dollars, to say nothing of the 28 mil- 
lions more in other assets. But pre- 
posterous as such a_ transaction 
sounds, the many owners of White 
Motors stock who sold out between 
$7 and $8 per share did that very 
thing—or as close to it as they could 
come. 


By BENJAMIN GRAHAM 


x 


With this article The Editors intro- 
duce a series on one of the most 
amazing, far-reaching and important 
situations which business and financial 
America has ever witnessed, a situa- 
tion whose solution affects the inter- 
ests of every investor. 

Read the points mentioned under 
the caption below, and you will quick- 
ly discover why this series is one 
of the timeliest and most significant 
which could be proposed. 

The author, a lecturer at Columbia 
University, and with many years of 
practical experience and study in 
business, finance and stock markets, 
will lead you through an amazing 
consideration of facts, to equally 
amazing conclusions regarding your 
rights and duties as a stockholder. 

Most of these facts, while logical 
and apparent, have received scant at- 
tention in public print. FORBES 
takes pleasure in offering this expose 
of injustice and maladjustment in the 
stock and corporation world, present- 
ed in a fearless, frank and interesting 
series, of which this is the first article. 





The figures given above represent 
White Motors condition on Decem- 
ber 31st last. At $73 per share, the 
low price, the company’s 650,000 


shares were selling for $4,800,000— 
about 60 per cent. of the cash and 
equivalent alone, and only one-fifth of 
the net quick assets. There were no 
capital obligations ahead of the com- 
mon stock, and the only liabilities 
were those shown above for current 
accounts payable. 

The spectacle of a large and old 
established company selling in the 
market for such a small fraction of 
its quick assets is undoubtedly a 
startling one. 

But the picture becomes more im- 
pressive when we observe that there 
are literally dozens of other companies 
which also have a quoted value less 
than their cash in bank. And more 
significant still is the fact that an 
amazingly large percentage of all 
industrial companies are selling for 
less than their quick assets alone— 
leaving out their plants and other 
fixed assets entirely. 

This means that a great number 
of American businesses are quoted in 
the market for much less than their 
liquidating value; that in the best 
judgment of Wall Street, these busi- 
nesses are worth more dead than alive. 

For most industrial companies 
should bring, in orderly liquidation, at 
least as much as their quick assets 
alone. Admitting that the factories, 
real estate, etc., could not fetch anv- 








Selling America for 50 Cents on the Dollar 


ORE than one-third of all industrial stocks 
are selling in the open market for less than 


the companies’ net quick assets. 


Scores of common stocks are selling for less than 
their pro rata of cash in the company’s treasury. 
Corporations who are “good risks’”’ for commer- 


cial loans do not need to borrow. 


large unused cash balances furnished by their stock- 


holders in the “new era” days. 


Corporation treasurers sleep soundly while stock- 


holders walk the floor. 


Banks no longer lend directly 


tions. 


at inflated prices. 
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both to improve the values behind a 
stock and to depress the price. 

It is doubtful, however, that the 
declines would have gone to the cur- 
rent extraordinary lengths if during 
the last decade investors had not lost 
the habit of looking at balance sheets. 
Much of the past year’s selling of 
stocks has been due to fear rather 
than necessity. If these timid holders 
were thoroughly aware that they were 
selling out at only a fraction of the 
liquid assets behind their shares, 
many of them might have acted dif- 
ferently. 

But since value has come to be as- 
sociated exclusively with earning 
power, the stockholder no longer pays 
any attention to what his company 
owns—not even its money in bank. 

It is undoubtedly true that the old- 
time investor laid too much stress 
upon book values and too little upon 
what the property could earn. It was 
a salutary step to ignore the figures at 
which the plants were carried on the 
books, unless they showed a commen- 
surate earning power. 

But like most sound ideas in Wall 
Street, this one was carried too far. 
It resulted in excessive emphasis be- 
ing laid on the reported earnings— 
which might only be temporary or 
even deceptive—and in a complete 
eclipse of what had always been re- 
garded as a vital factor in security 
values, namely the company’s work- 
ing capital position. 

Businesses have come to be valued 
in Wall Street on an entirely differ- 
ent basis from that applied to private 
enterprise. In good times the prices 
paid on the Stock Exchange were fan- 
tastically high, judged by ordinary 
business standards; and now, by the 
law of compensation, the assets of 
these same companies are suffering an 
equally fantastic undervaluation. 


THIRD reason that stocks now 
sell below their liquid asset 
value is the fear of future operating 
losses. Many readers will assert that 
this is the overshadowing cause of the 
present low market level. These quo- 
tations reflect not only the absence of 
earning power, but the existence of 
“losing power” which threatens to 
dissipate the working capital behind 
the shares to-day. 

Is it true that one out of three 
American businesses is destined to 
continue losing money until the stock- 
holders have no equity remaining? 
This is what the stock market says 
in no uncertain tones. 

In all probability it is wrong, as it 
always has been wrong in its major 
judgments of the future. The logic 
of Wall Street is proverbially weak. 
It is hardly consistent, for example, 
to despair of the railroads because the 
trucks are going to take most of their 


They lend to stockholders who have over- 
financed the companies through rights to buy stock 


What are the responsibilities of the corporation, 
its directors, its stockholders? What is the proper 


way out? Are stockholders “part-owners” of their 


They still have 


companies, or just “suckers” ? 

Shall companies reverse the 1929 method—give 
the stockholder rights to sell back the stock he 
bought, reduce capitalization and equalize the bur- 
cen between the corporation and the stockholder? 


If market quotations discount huge cash reserves 


due to probable long-continued future losses then 


should not the stockholder demand liquidation be- 


to big corpora- 


holders ? 


fore his money is thus dissipated ? 
Are corporations playing fair with their stock- 


Read this and future articles. 


business, and at the same time to be 
so despondent over the truck industry 
as to give away shares in its largest 
units for a small fraction of their 
liquid capital alone. 

But since even in prosperous times 
many undertakings tall by the way- 
side, it is certain that the number of 
such ill-starred ventures must now 
be greatly increased. The weakly 
situated business will find it difficult, 
perhaps impossible, to survive. Hence 
in a number of individual cases the 
market’s prophecy of extinction will 
be borne out. Nevertheless, there 
must still be a basic error in this 
wholesale dumping of shares at a 
small fraction of liquidating value. 

If a business is doomed to lose 
money, why continue it? If its fu- 
ture is so hopeless that it is worth 
much less as a going concern than 
if it were wound up, why not wind 
it up? 

Surely the owners of a business 
have a better alternative than to give 
its present cash away, for fear that 
it is later going to be dissipated. We 
are back to the contrast between the 
White Motors stockholder and the 
individual factory owner, with which 
we started our article. 

The issue is merely one of simple 
logic. Either White Motors is worth 
more as a going concern than its cash 
in bank, or it is not. If it is worth 


more, the stockholder is foolish to 
sell out for much less than this cash, 
unless he is compelled to do so. ‘If 
it isn’t, the business should be liqui- 





FORBES for 


dated and each stockholder paid out 
his share of the cash plus whatever 
the other assets will bring. 


VIDENTLY stockholders have 

forgotten more than to look at 
balance sheets. They have forgotten 
also that they are owners of a busi- 
ness and not merely owners of a quo- 
tation on the stock ticker. It is time, 
and high time, that the millions of 
American shareholders turned their 
eyes from the daily market reports 
long enough to give some attention to 
the enterprises themselves of which 
they are the proprietors, and which 
exist for their benefit and at their 
pleasure. 

The supervision of these busi- 
nesses must, of course, be delegated 
to directors and their operation to 
paid officials. But whether the own- 
ers#money should be dissipated by 
operating losses, and whether it 
should be tied up unproductively in 
excessive cash balances while they 
themselves are in dire need of funds, 
are questions of major policy which 
each stockholder must ponder and de- 
cide for himself. 

These are not management prob- 
lems; these are ownership problems. 
On these questions the management’s 
opinion may be weighty but it is not 
controlling. 


HAT stockholders need to-day 

is not alone to become “bal- 
ance sheet conscious,” but more than 
that, to become “ownership conscious.” 
If they realized their rights as busi- 
ness owners, we would not have be- 
fore us the insane spectacle of trea- 
suries bloated with cash and their 
proprietors in a wild scramble to give 
away their interest on any terms they 
can get. Perhaps the corporation it- 
self buys back the shares they throw 
on the market, and by a final touch 
of irony, we see the stockholders’ 
pitifully inadequate payment made to 
them with their own cash. 

The waggish barber of the legend 
painted on his sign: 

What, do you think— 

We shave you for nothing and give 
you a drink! 

That, without the saving comma. 
might well be blazoned as the motto 
of the stock seller of to-day, who 
hands over his share in inventories 
and receivables for less than nothing, 
and throws in real estate, buildings, 
machinery and what-not as a la- 
gnappe or trading stamp. 

The humor of the situation could 
be exploited further, but the need is 
not for witticism but for a straight- 
forward presentation of the vitally 
important issues that face stockhold- 
ers, managements, and_ bankers. 
These will be dealt with in succeed- 
ing articles. 
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where near their carrying 
price, they should still 
realize enough to make up 
the shrinkage in the pro- 
of the receivables 


ceeds 
and merchandise below 
book figures. If this is 


not a reasonable assump- 
tion there must be some- 
thing radically wrong 
about the accounting 
methods of our large cor- 
porations. 


STUDY made at the 


Columbia Univer- 
sity School of Business 
under the writer’s di- 


rection, covering some 600 
industrial companies listed 
on the New York Stock 
Exchange, disclosed that 
over 200 of them—or 
fully one out of three— 
have been selling at less 
than their net quick as- 
sets. Over fifty of them have sold 
for less than their cash and market- 
able securities alone. In the appended 
table is given a partial list, comprising 
the more representative companies in 
the latter category. 

What is the meaning of this situa- 
tion? The experienced financier is 
likely to answer that stocks always 
sell at unduly low prices after a boom 
collapses. As the president of the 
New York Stock Exchange testified, 
“in times like these frightened people 
give the United States of ours away.” 
Or stated differently, it happens be- 
cause those with cnterprise haven’t 
the money, and those with money 
haven't the enterprise, to buy stocks 
when they are cheap. Should we not 
find the same phenomenon existing in 


previous bear markets—for example, 
in 1921¢ 


HE facts are quite otherwise. 

however. Stocks sold at low prices 
in the severe post-war depression, but 
very few of them could be bought on 
the Stock Exchange for less than 
quick assets, and not one for less than 
the company’s available cash. 

The comparative figures for both 
periods, covering representative com- 
panies, are little short of astound- 
ing, especially when it is noted that 
they showed no materially poorer op- 
erating results in 1931 than in 1921. 
To-day these companies are selling 
in the aggregate for half their work- 
ing capital; ten years ago working 
capital was only half the bottom 
prices. With respect to cash assets 
alone, present prices are relatively six 
times lower than in 1921. 

We must recognize, therefore, that 
the situation existing to-day is not 





The floor of the New York Stock Exchange 


speaking, it is new and unprecedented. 
It is a strange, ironical aftermath of 
the “new era” madness of 1928-1929. 
It reflects the extraordinary results of 
profound but little understood changes 
in the financial attitude of the people 
and the financial fabric of the country. 

Two plausible and seemingly inno- 
cent ideas—the first that good stocks 
are good investments ; the second, that 
values depend on earning power— 
were distorted and exploited into a 
frenzied financial gospel which ended 
by converting all our investors into 
speculators, by making our corpora- 
tions rich and their stockholders poor, 
by reversing the relative importance 


Acme Photo 
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of commercial loans and 
Wall Street loans, by 
producing  topsy-turvy 
accounting policies and 
wholly irrational standards 
of value—and in no small 
ineasure was _ responsible 
for the paradoxical de- 
pression in which we find 
ourselves submerged. 


EHIND the simple 

fact that a great many 
stocks are selling for much 
than their working 
capital lies a complex of 
causes, results and implica- 
tions. The remainder of 
this article will deal with 
the causes of the present 
unique situation, while 
other ramified aspects will 
be developed in succeeding 
articles. 

The current contrast be- 
tween market prices and 
liquid assets is accounted for in large 
measure by the huge flood of new 
cash which stockholders in recent 
years have poured into the treasuries 
of their corporations by the exercise 
of subscription rights. This phe- 
nomenon, which was one of the dis- 
tinguishing features of the 1928-1929 
bull market, had two quite opposite 
consequences. On the one hand the 
additional funds received greatly im- 
proved the companies’ cash and work- 
ing capital position ; on the other hand 
the additional shares issued greatly 
increased the supply of stocks, weak- 
ened their technical position, and in- 
tensified their market decline. The 
same circumstance, therefore, served 
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Some Stocks Which Are Selling for Less 
Than Their Cash Assets 
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Company Low 


m——-(000 omitted) 


Mkt. Value Cash and 
Market of Company 
at Low Price 


Current 

Assets Cash Net. Quick 
Mktble Less All Assets Assets 
Sec’s. Liabilities per Share per Share 
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Broadly 


man 
*Am. Car & Fdry:...... 20' $9,225 $14,950 $32,341 $50 $108 
*Am. Locomotive ...... 30% 14,709 14,829 22,630 41 63 
*Am. Steel Foun......... 60 8,021 8,046 11,720 128 186 
*Am. Woolen ........ 15% 8,354 14,603 40,769 3014 85 
Congoleum * 30.0.5... 7 10,078 10,802 16,288 7 12 
Howe Sound ......... 6 2,886 4,910 5,254 10 11 
Hudson Motors ....... 4% 6,377 8,462 10,712 5% 7 
Hupp Motors ........ 2 2,664 7,236 10,000 5Y 7% 
Lima Locomotive ..... 8% yo reo ye = rr 
Magma Copper......... yy 8 3 82 ¢ 
Marlin Rockwell ...... 7% 2,520 3,834 4,310 11% is 
Motor Products ...... 13 2,457 2,950 3,615 15%4 19 
Munsingwear ......... 10% 1,805 2,888 5,769 17 34 
Nash Motors ......... 10 27,000 36,560 37,076 13% 14 
N.. ¥.. Ase Brake... 4 1,170 1,474 2,367 5 9 
Opp’hm Collins ....... 5 1,050 2,016 3,150 914 13: 
Meo BGs 6.0% 0.606 = oa aio ae : av 
S. O. of Kansas ...... r 3 z . ¥/, 
Stewart Warner ...... 23% 3.023 4.648 8,303 3% 7 
White Motors ........ 734 4,938 8,629 22. 107 13 34 
“Preferred stock. 
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Top-Notchers Reach New Notches 


Heads Allis Chalmers After 28 Years’ Service 


Max Wellington Babb has been 
elected president of the Allis 
Chalmers Manufacturing Com- 
pany, succeeding Otto H. Falk, 
who becomes Chairman of the 
Board. 


HEN Gen. Otto Falk moved 
W from the presidency of, Allis 
Chalmers Manufacturing Co., 
Milwaukee, to the long-vacant posi- 
tion of chairman of the board, his 


presidential 


successor was well 
groomed for the 
position. Max 
Wellington Babb 
has seen twenty- 
eight years of serv- 
ice with Allis Chal- 
mers, and nearly 
twenty of those 
years he has occu- 
pied a_ vice-presi- 
dency. 

Allis Chalmers is one of the few 
large corporations which has utilized 
the present period to strengthen its 
organization by acquiring other com- 
panies. It was Max Babb who car- 
ried through the major acquisitions 
of Allis Chalmers which last year 
brought the Advance Rumely Cor- 
poration, the American Brown Bo- 
veri Company, the Condit Electrical 
Manufacturing Corporation, and less- 
er companies into the Allis Chalmers 
group. The ability to unravel cor- 
porate finance and evaluate its prop- 
erty has placed Max Babb in the 
president’s chair of Allis Chalmers. 

Mr. Babb joined Allis Chalmers as 
an attorney for the company in 1904 
—seven years after receiving his 
LL.B degree at the University of 
Michigan. Born in Mt. Pleasant, Ia., 
the son of a scholarly father who 
achieved marked success in the legal 
and business world, Max Babb joined 
his father in the law firm of Babb and 
Babb, in Mt. Pleasant, upon complet- 
ing his schooling at Iowa Wesleyan 
University and the Law School at 
Michigan. 

In 1904 Max Babb started his 
career with Allis Chalmers. 1913 saw 
his election as vice-president and gen- 
eral attorney, which position he has 
filled throughout a period marked by 
company acquisitions and expansions. 
Cordiality, geniality, likable personal- 
ity—these are the characteristics 
which humanize a character that em- 
bodies not only a high technical 





Max Babb 


knowledge of corporate structures, 
law and finance, but the ability to em- 
ploy that knowledge to the lasting 
benefit of the company he serves. 
His outside activity bespeaks, 
further, a national recognition of his 
ability in his chosen fields. Mr. Babb 
served for eight years as a director 
of the Chamber of Commerce of the 
United States, and for six years of 
that period was chairman of its 
Finance Committee. Since the ter- 


mination of his services with the 
Chamber, he has been named a direc- 
tor of the Seventh District Federal 
Reserve Bank at Chicago. 

Locally active in tax and finance 
matters, Mr. Babb also serves as 
chairman of the National Affairs 
Committee of the Milwaukee Asso- 
ciation of Commerce as well as being 
National Councillor for that organi- 
zation. He is 58 years old, a Repub- 
lican, a Mason, a Beta Theta Pi and 
a member of leading Milwaukee 
clubs. 


New President of America Fore Group 


Bernard M. Culver succeeds Paul 
L. Haid as president of the seven 
insurance companies in the Ameri- 
ca Fore group: Fidelity & Casual- 
ty, Continental, Fidelity-Phenix, 
Niagara, American Eagle, First 
American, and Maryland. 


N insurance circles, Mr. Culver is 

known as a preventer of fires 
and a preventer of fights. On his 
way to the top, from a local insurance 
agency in Superior, Wis., he has had 
numerous opportunities to show pro- 
ficiency in both 
these capacities. He 
is, practically 
speaking, the father 
of test installations, 
under local supervi- 
sion, of mechanical 
or electrical devices 
in which the insur- 
ance hazard is not 
fully established. 

The idea of making these test in- 
stallations got its real start between 
1928 and 1931, when Mr. Culver was 
chairman of The National Board of 
Underwriters’ Committee on Engi- 
neering Standards. The underwriters’ 
technical men had compiled a strin- 
gent code of regulations governing 
electrical and heating equipment. 
Electrical and heating men said these 
restrictions were blocking the devel- 
opment and sales of new inventions. 
All the makings of a four-alarm Big 
Business flare-up were in the situa- 
tion, as anyone might know after 
witnessing some of the red hot crises 
that quickly arise in discussions of 
standards. 

But with a smile and a willingness 
to hear the other man’s viewpoint as 
his fight extinguisher, Chairman 
Culver called a meeting. Experts for 





Bernard M. Culver 


the underwriters said that many of 
the new devices of the electrical and 
heating industries were dangerous 
fire hazards. Experts for the electri- 
cal and heating companies were 
equally as certain that their new ap- 
paratus and appliances were perfectly 
safe. Before anybody had a chance 
to blaze up in anger, a few calm ques- 
tions from Chairman Culver brought 
out the truth—which was that none 
of the technicians could say for cer- 
tain whether various devices were 
“fool proof” until American house- 
wives had had the chance to use, or 
misuse, the questionable new inven- 
tions. 

Out of these meetings grew the 
present insurance practice, in which 
the National Board of Fire Under- 
writers sets up temporary test regu- 
lations for products that either may 
or may not be hazardous when placed 
in the hands of a public which may 
or may not use them safely. Thus 
no barriers are erected in the paths 
of technical progress, and at the same 
time the interests of insurance com- 
panies are placed in no_ serious 
jeopardy. 

Born in Sandwich, IIl., and a grad- 
uate of Grinnell College in Iowa, 
class of 1895, Mr. Culver came to 
New York in 1917 as vice-president 
of the Niagara Fire Insurance Com- 
pany, bringing with him an extensive 
experience as an insurance man in 
the Middle West and in Hartford, 
Conn. In 1929, when the Niagara 
joined the America Fore group, he 
was elected vice-president of all the 
companies and became an assistant to 
former President Haid. His elevation 
to the presidency came on May 5, 
after Mr. Haid resigned to accept the 
presidency of the Insurance Execu- 
tives Association. 





